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In order to test the taxation impact on 
the economic growth, I would suggest the 
Barro and Sala-i-Martin model (1995), the 
classification of budgetary income according 
to their distorting character.  
This classification of budgetary income 
allows the analysis of the influence of each 
category on the economic growth, the theo-
retical models offering arguments and expla-
nations for the negative effects of distorted 
fiscal income and insignificant effects of non-
distorted fiscal income and of other income. 
On the other side the destination of these 
taxes should not be ignored, thus, globally the 
negative effect induced in economy by taxa-
tion can be annulled/nullified by the conse-
quences favourable to their use in the realiza-
tion of budgetary productive expenses. 
If Ricardian equivalence is not met, the 
deficit has negative impact on growth be-
cause it reduces savings, and hence capital 
accumulation; Tanzi, Zee (1997) argues that the deficit is perceived 
to be unsustainable, then changes in fiscal policy, budgetary, mone-
tary policy will be anticipated, thereby decreasing the effect on in-
vestment growth from rising inflation and the uncertainties asso-
ciated with the anticipated tax policy changes.  
Additionally, at theoretical level, we consider that the most 
probable ways in which taxation affects economic growth are those 
d e s i g n e d  t o  i m p a c t  o n  s a v i n g  and investment. The evidence 
suggests that taxes do not have a major impact on the average level 
of savings, but affect the allocation of savings, assuming that not all 
forms of savings are taxed in an equal manner (financial invest-
ments/real). Regarding the impact on investment, taxes affect the 
cost of capital, which in turn affects investment decision. In deve-
loped countries, the tax effects on investment are minimal having a 
stronger role for political stability; tax has a greater impact on the 
structure of investment and less on their level. 
In conclusion, even if all budgetary expenditures should be 
productive, distorting tax financing may generate negative effects on 
growth, if their level is high enough. 
Generally, the conclusions regarding the impact of the fiscal policy 
on the growth are contradictory, which can be the consequences of 
the fact that different fiscal political instruments can lead to opposite 
effects on the growth: on the one hand, a larger implication of the 
public sector in economy tends to promote the growth (directly, by 
the aggregate production function and indirectly by the effects on the 
private sector productivity), but, on the other hand, the high taxation 
affects the growth negatively. 
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1. Introduction 
Public expenditure can be funded either by taxes or by 
increasing debt, Ricardian equivalence implies the 
irrelevance of the financing of public spending - 
government deficits and taxes are equivalent in terms of 
effects on consumption, because the increase in debt 
resulting from increased public spending or by reducing 
taxes will be repaid by future tax increase, an amount 
equal to the current tax reduction, so that does not 
change the preference for consumption now because it 
will make savings to pay higher future taxes, so that fiscal 
deficit has no impact on overall savings or the investment, 
so no impact on economic growth. 
Suppose that at  1 t  the government sells B securities to 
each household, following that at the time  2 t  to redeem 
debt, by taxation the sum  B e
t t R R •
−
1 2  of each household. 
This simple example reveals that the titles are not net 
wealth, so it will not influence consumer behaviour in the 
population: the household that purchased the B security 
at  1 t  has the obligation to pay future taxes that have value 
B at  1 t , so they will need to save the title and the interest 
accrued until the time  2 t  for paying taxes and taxes on 
redemption of securities.  
This is in contradiction with traditional models, it is 
considered that the level of consumption depends on 
disposable income (income-tax); governments often lower 
taxes and levies to stimulate increased consumption - if 
Ricardian equivalence would be valid, the measure would 
have no effect. 
But the Ricardian equivalence is not supported by 
economic reality, a phenomenon explained by the lack of 
realism of the underlying assumptions: 
•  infinite horizon - it is assumed that people who 
currently enjoy tax reduction will support higher 
taxes needed in future debt redemption, but if 
people do not live until the tax increase, the effect 
of income will be increasing consumption. Barro 
(1976) demonstrates the validity of Ricardian 
equivalence in the event horizon even finished, but 
provided that today’s generation is concerned 
about the welfare of future generations, so no 
empirical evidence in favour of Ricardian 
equivalence might be explained by the lack of 
connection between generations; 
•  constant number of households in the economy - if 
not complied with this hypothesis, that if new 
people emerge into the economy, part of the taxes 
and future taxes will be borne by the people that 
were not present during the issuing of shares - so 
that titles are net property for people living at the 
time of security issuing and affect the decision on 
consumption; 
•  perfect capital market - that equality between the 
interest rate on credit interest rate on deposits and 
the interest rate on government securities; whether 
such equality is not respected by the inferiority of 
interest in government securities, the present 
value of debt will be lower than reduced taxation, 
so the future value of the amount to be refunded 
will be less than the future value of tax reduction, 
which will generate increased net assets; 
•  rational expectations on present and future 
consumption – but if savings mean precaution 
against an uncertain future, then the impact on 
savings may be greater, creating the effect of 
"crowding-in" on investment, the assumption of full 
rationality is basic to this model, making 
approximations on the response of people to 
change, but it also does not provide a perfect 
description of their behaviour - there are cases 
where people seem to move away from the 
systematic and consistent predictions of standard 
models to maximize the utility - focusing on current 
net income tax, so even if the budget restriction is 
not affected, lower taxes made by issuing 
securities increase the current consumption; 
•  a lower growth rate than the interest rate from pu-
blic debt - if not complied with this inequality, it will 
be necessary to increase taxation for debt repay-
ment, the “Ponzi game” strategy being possible. 
Given these assumptions, and hence the conclu-
sions of the Ricardian equivalence are not met 
(capital market is imperfect, there are liquidity 
constraints, generations are non-altruistic, planning 
is on short time horizon) the link between fiscal 
policy and economic growth becomes very im-
portant. According to the neoclassical growth 
model, taxes have no effect on long-term growth 
rate, but have an effect on production levels per 
capita. In the context of new endogenous growth 
models - the impact of the "learning-by-doing” 
process generates positive externalities that are a 
benefit for the entire economy; the taxation of 
these models can generate long-term effects, per-
sisting on increasing production. The problem is 
the magnitude of these effects - the incentive 
models and empirical tests have not generated 
conclusions to support the hypothesis of tax effects 
on growth.  
2. Empirical studies on the correlation between 
taxation and economic growth 
Empirical studies on the impact of taxation on economic 
growth have shown a negative relationship between them, 
but it is difficult to measure the potential benefits of 
spending finances from collected tax revenue - the com-
bined effect of distorting taxes and public benefits could THE IMPACT OF TAXATION ON ECONOMIC GROWTH IN ROMANIA 
 
lead to a clear improvement of the functioning of the 
private sector. But tax revenues are not necessarily used 
for those expenses that would lead to economic growth, 
perhaps because of the inefficient political system or 
through redistributive policies that benefit society but are 
not reflected in GDP growth rate. 
Studies on the effects of taxes are fewer than those 
corresponding on effects of public spending; the following 
table summarized the most important empirical studies, 
none of which concludes that higher taxes stimulate 
economic growth; in contrast, most studies result in 
significant adverse of taxes on growth. 
Another approach considers the separate empirical analy-
sis of the effects of taxes on the disaggregated elements 
of the relationship for determining the rate of growth (la-
bor, human capital, investment and technological growth) 
and the combination of these effects to see the total im-
pact of taxation, this method has the advantage of allow-
ing more accurate measurement of how agents react to 
tax items, but have the disadvantage that they are not 
considered effects on physical and human capital 
accumulation.  
There are many studies on how taxes affect labour supply, 
but in general the results show very modest effects of 
taxation on labor supply. Having analyzed the characteris-
tics of the labour market - Alesina and Peroti (1997) note 
that a salary-related tax increase may have strong nega-
tive effects on the supply on the labour market characte-
rized by imperfect competition, the gross wage, so labour 
costs employment, increased to reflect higher taxes.  
Regarding the tax effects on the investment rate, studies 
suggest a weak relationship, possible positive investment-
tax rates of income from capital, other studies found sig-
nificant effects of fiscal policy on investment, suggesting a 
possible range for the elasticity of investment to changes 
in user cost of capital between 0.25 and 1.  
The literature has shown that marginal tax rates affect the 
growth rate more than marginal tax rates. 
In analyzing the impact of taxation on the economic 
growth rate, the question arises whether tax reform ge-
nerates a beneficial effect on the economic activity, low 
tax stimulates growth, tax revenues dwindling, increasing 
pressure on the deficit by subtracting the aggregate na-
tional economy, leading to differences in growth. 
Many economists agree that high taxes harm the eco-
nomic growth, which is not always proven in practice - tax 
reduction has positive but modest effects on the eco-
nomic growth, but contributes to differences in the level of 
economic activity and standard of living, particularly on 
the long run. 
According to the decomposition rate of growth in the con-
tribution of production factors, labour and capital, and 
their productivity, the channels through which taxation can 
affect growth in production are 
   Table  1 
The impact of taxation on economic growth - empirical studies 
 
Authors  Methods Results 
Canto Webb (1987)  Pooled cross-section regression /time-series  Significant negative effect
Cashin (1995)  Cross-section regression Significant negative effect
Dowrick (1992)  Cross-section regression Significant negative effect
Easterly Rebelo (1993)  Cross-section regression  Inconclusive effect /no effect/ 
complex effect 
Easterly Rebelo (1993)  Pooled cross-section regression /time-series  Inconclusive effect /no effect/ 
complex effect 
Engen Skinner (1992)  Cross-section regression Significant negative effect
Garrison Lee (1995)  Cross-section regression Significant negative effect
Helms (1985)  Pooled cross-section regression /time-series Significant negative effect
Kocherlakota Yi (1996)  Time-series regression  Inconclusive effect /no effect/ 
complex effect 
Kocherlakota Yi (1997)  Time-series regression Significant negative effect
Koester Kormendi (1989)  Cross-section regression  Inconclusive effect /no effect/ 
complex effect 
Koester Kormendi (1989)  Cross-section regression  Inconclusive effect /no effect/ 
complex effect 
Marsden (1983)  Comparisons in pairs Significant negative effect
Mendoza Milesi-Ferretti Asea (1997)  Pooled cross-section regression /time-series  Inconclusive effect /no effect/ 
complex effect 
Skinner (1987)  Cross-section regression Significant negative effect
Kocherlakota Yi (1996)  Time-series regression Significant negative effect
Yu Wallace Nardinelli (1991)  Pooled cross-section regression /time-series Significant negative effect Nedan IANICI 
•  high taxes discourage investment rate (ratio of net 
increase in capital stock), the income tax rates re-
lated to natural or legal persons, the related tax 
rates on capital gains, and low deduction for de-
preciation; 
•  taxes may reduce labour supply, discouraging work 
and distorting occupational decision or decision on 
the acquisition of education, training; 
•  fiscal policy is able to discourage productivity 
growth, by reducing research and development, 
conditions which may stimulate the activity of 
capital and labour productivity; 
•  fiscal policy can influence the marginal productivity 
of capital investment by distorting investment from 
high tax sectors to sectors with lower taxes, lower 
productivity; 
•  taxation on labour supply may distort the efficient 
use of human capital by discouraging employees to 
work in sectors with high productivity given to tax - 
high taxing governments may have low coefficients 
of factors of production in the decomposition rate 
of growth, resulting, in conditions that maintain 
constant rate of investment in physical and human 
capital, lower economic growth.  
If the purpose of stimulating long-term growth through 
fiscal policy is introduced in models of growth, potential 
adverse effects of distortion taxes are also significant - in 
addition to direct effects on production levels, taxes can 
have permanent effects on the growth rate by 
discouraging the accumulation of relevant factors or by 
discouraging innovation, moreover, the nature of public 
goods made by the government should influence the 
optimal tax policy - Barro and Sala-i-Martin (1992) believe 
that many public goods are subject to congestion, so they 
are competitive but to a certain extent non-exclusive, in 
which case it would be financed through income tax, 
which acts as a user fee. 
Tax policy affects the economic growth rate through the 
impact on the cost of production factors; the increased 
output per employee can be decomposed into four 
factors: increased capital stock per employee, average 
productivity growth of capital, increasing labour supply for 
each employee, productivity growth of work environments. 
So the taxes that affect output per employee affect one of 
these factors. 
The taxes that impact on production levels per employee 
are acting on the following channels 
•  wage tax leads to reduced benefit additional time 
(reducing the supply of labor), reducing real income 
(increasing offer of employment) and profitability 
related to the accumulation of new skills to em-
ployees, which can reduce the average quality of 
jobs (in reverse, the exemption from tax for certain 
educational areas increase the quality of work). 
Although the effect would decrease the workload 
given by the economy, there are factors that 
suggest that in some cases salary tax may increase 
employment offer- if people can vary labour supply, 
if they will continue to work until the marginal 
benefit (net salary) is equal to the marginal 
opportunity cost (the value assigned to a leisure 
forgone by), on the other hand, increased tax drops 
net income increasing employment supply. Thus, 
two effects of taxation appear:  
─  substitution effect (reduced offer of 
employment) - depends on the marginal rate; 
─  income effect (increased offer of employment) 
- depends on the average tax. 
In conclusion, a tax system with high marginal 
rates, but lower average discourages job offers. 
•  capital tax distorts the marginal conditions of 
equilibrium, leading to lower saving rates (and 
therefore investment) and the equilibrium of 
capital stock, if the tax on savings income (interest) 
recorded an increase, price increases in future 
consumption relative to current consumption, 
which stimulate current consumption and lower 
savings. Increasing saving rates lead to increased 
production per capita.  
•  income tax - its impact on growth is a controversial 
topic: the largest difference between the actual 
cost of capital (net) and the gross cost, the higher 
the gross return for the investment to be profitable, 
the lower the investment. The regime of deductibi-
lity for depreciation and other non-monetary costs 
and the limits of deductibility for interest costs are 
important. Moreover, the discriminatory treatment 
of different forms of capital (profits, dividends, 
savings) can substantially decrease the rate of re-
turn on investment; 
•  value added tax - does not change the relative 
prices of current-future consumption so that should 
not affect the decision to invest in human or 
physical capital. But if there is an unevenly applied 
tax on production or consumption, it changes the 
allocation of production factors between sectors of 
the economy. If the tax determines to move factors 
of production in sectors with greater technological 
growth or in sectors with homogeneous production 
functions of sub unitary degree, the long-term 
growth rate is affected 
3. Testing 
In order to test the taxation impact on the economic 
growth, I would suggest the Barro and Sala-i-Martin model 
(1995), the classification of budgetary income according 
to their distorting character. This theoretical classification 
is presented in Table 2. 
Surrounding these classifications in the construction of a 
growth model, Barro (1990), Sala-i-Martin examine THE IMPACT OF TAXATION ON ECONOMIC GROWTH IN ROMANIA 
 
simultaneously the impact of taxes and budget spending 
on growth:  
•  the consumption path of a representative con-
sumer is obtained by maximizing the inter-temporal 
utility function on an infinite horizon  
    
There are n  producers whose work is characterized by 
the production function:  
 
α αg Ak y
− =
1  (1)   
where k - private capital, g - public goods, as per inhabitant. 
•  the budget expenditure is made for the provision of 
public goods,  g  but also unproductive activities 
(consumption), noted  c g , within the representative 
consumer utility function, but does not affect 
production; 
•  the budget equilibrium is balanced in each period 
by imposing a proportional tax rate τ  on 
production levels, which influences the decision of 
agents, and a non-distorting tax, which will not 
affect private sector investment decision, so it is 
leading to budget constraint:  
  () ( ) y n g g n c τ + = + 1  (2)     
Long-term growth rate γ  in this model is:  
  () ()
()μ α τ γ
α − − − =
− 1 / 1 1 1 A          (3) 
where  μ λ,  are constant parameters that reflect the 
utility function.  
Using the last two equations to obtain the long-term 




μ τ α τ λ γ
α α















c  (4) 
The relationship which can be seen is that the growth rate 
is inversely correlated to the distortion tax rate, directly 
related to productive budgetary expenditure and unaltered 
by non-distorting tax and non-productive expenditure. 
In conclusion, even if all budgetary expenditures should 
be productive, distorting tax financing may generate 
negative effects on growth, if their level is high enough.  
In this case, the series of data is extended, containing 
data predicted by the International Monetary Fund, in their 
latest country report for 2007-2011.(IMF, 2006) 
The simple regression between the rate of the GDP real 
growth, respectively of real GDP per inhabitant is 
presented in Table 4. 
It can be observed that in the first variant of regression 
the economic growth (65% compared to 20%) is explained 
by the evolution of total budgetary income balance in GDP; 
in both regressions the independent variable coefficient is 
negative, sustaining the negative correlation between the 
economical growth and the budgetary income level. In 
order to fathom the „mysteries” of the economic growth 
effects, we will group the budgetary income according to 
Baro Sala-i-Martin (1995), according to the theoretical 
impact of these ones on the real economy, respectively in 
  Table 2 
The theoretical classification of budgetary income variables 
 
Income categories  Classification 
Distorted fiscal income  Income tax
  Profit tax
  Social insurance tax
  Property and assets tax 
Non-distorted fiscal income  Value added tax
  Nuisance tax
Other income  Other fiscal income
  Other non-fiscal income 
Source: Barro R., Sala-i-Martin X. (1995) „Economic Growth”, McGraw-Hill Inc. 
  Table 3 
The impact of taxes and expenditure on growth 
 
Budgetary expenditure Deficit  financed by:  productive non-productive 
Tax  Distorting  Positive/negative negative ? 
  Non-distorting  Positive 0 Negative 
  deficit  ? negative - 
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distorted taxes (profit tax, income tax, social insurance 
tax), non-distorted taxes (value added tax, nuisance taxes) 
and other income (other direct taxes, custom taxes, other 
indirect taxes, non-fiscal income, capital income, grants) – 
the data are presented in Table 5. 
From the coefficient values in the table above, it can be 
observed that the link of causality between the distorting 
taxes and the economical growth is negative, while the 
non-distorting taxes are correlated positively with the 
economical growth; other income is correlated negatively 
both with the GDP real growth and with real GDP per 
inhabitant. 
The determination of the effect on the growth of these 
budgetary income categories will be realized by the 
estimation of regression coefficients in which the 
dependent variable, the GDP real growth rate, respectively 
the real GDP per inhabitant, is explained by the distorting, 
non-distorting taxes and by other budgetary income-the 
regression results in which the technique of the smallest 
squares was applied, is presented in Table 6. 
It can be observed that the impact of distorting taxes on 
the economic growth is negative in all the regression 
variants. In the frame of regression having as a dependent 
variable the real growth rate, the probability associated to 
the non-distorting taxes balance in GDP is higher than 5%, 
thus the resumption of the regression is necessary with 
the elimination of this variable, the other two budgetary 
income categories mentioning the sense of influence on 
the economic growth. 
In the case of the regression with the dependent variable 
real GDP per inhabitant the impact of the distorting taxes 
is maintained negative, but that of the distorting taxes and 
of the income is positive. 
The application of the self-regressive vector with a 
deviation/displacement of two periods on the four 
variables (the economic growth measured in one of the 
  Table 4 
The results of the regression of the GDP real growth rate and real GDP per inhabitant  
according to the balance in GDP of budgetary income 
 
The dependent variable  The GDP real growth rate Real GDP per inhabitant 
Free term c(1)  44,6369 20907,30 
Balance coefficient in GDP 
budgetary income c(2)  -1,342918  -293,3441 
R2  0,652563 0,196403 
Number of observations  22 22 
 
 
  Table 5 
The correlation matrix of the analyzed variables for the period 1990-2011 
 










Real GDP rate  1,000000  0,530702 -0,750809 0,337927  -0,762813
GDP inhabitant  0,530702  1,000000 -0,735293 0,806400  -0,612003
Distorting taxes  -0,750809  -0,735293 1,000000 -0,560241  0,731983
Non-distorting taxes  0,337927  0,806400 -0,560241 1,000000  -0,645429
Other income  -0,762813  -0,612003 0,731983 -0,645429  1,000000
 
 
  Table 6 
The results of the economical regression according to the productive,  
non-productive and other expenses 
 
The dependent variable  GDP real growth rate Real GDP per inhabitant
Free term c(1)  41,58618 26,31378 9274,137  10471,37
The distorting taxes balance coefficient in GDP c(2) -0,881733 -0,764341 -366,9095  -303,3376
The non-distorting taxes balance coefficient 
in GDPc(3) 
-0,962876 - 717,3976  654,7330
Other income balance – coefficient in GDP c(4) -2,610626 -1,903420 264,6727  -
R2  0,725900 0,661665   0,767432
Number of observations 22 22 22  22
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two forms and the three categories of budgetary income) 
generates the results centralized in Table 7. 
It can be observed that in the frame of the autoregressive 
vector, the impact of distorting taxes on the growth is 
positive, the effects of the non-distorting taxes are positive 
and the consequences of other income are negative. 
The impact of taxes on the economic growth ignores the 
interdependencies between income, expenses, deficit and 
economic growth. The economic growth theory suggests 
that the mutations in the frame of income from the form 
of distorting taxes towards the non-distorting taxes have a 
stimulating effect in the growth process, while the 
mutations in the frame of expenses from the productive 
categories towards the non-productive considered 
categories brakes the economical growth. Barro considers 
that the financing of productive expenses from non-
distorting taxes has a positive impact on the growth, while 
the financing from distorting taxes has an ambiguous 
impact; the non-productive expenses financed through 
distorting taxes has unclear consequences, while the 
financing through non-distorting taxes implies null 
consequences . 
In the empiric literature a specifying key element is that 
the explicit or implicit financing of a modifying unit of the 
budget affects the estimated coefficients. Supposing that 
the growth rate in the country i at the moment t, git is a 
function of a vector of non-fiscal variables Yit and a fiscal 
variable vector Xjt: 






it i it u X Y g + + + =  
= = 1 1
γ β α  (5) 
Supposing that all the elements in the budget (including 
  Table 7 
The VAR results 
 
a) The real growth rate of GDP, distorting taxes, non-distorting taxes and other income. 





taxes  Other income 
Real GDP rate(-1)  0,565373 -0,008282 -0,114242 -0,017945 
Real GDP rate(-2)  -0,344259 -0,033644 -0,042531 0,059873 
Distorting taxes(-1)  0,952735 0,716325 -0,034180 -0,614669 
Distorting taxes(-2)  -0,379245 -0,013844 -0,349939 0,552529 
Non-distorting taxes(-1)  0,862219 0,186775 0,059352 0,016790 
Non-distorting taxes(-2)  -0,502462 -0,196097 0,235154 -0,002209 
Other income(-1)  -1,610093 0,666628 -0,623772 0,555102 
Other income(-2)  -0,566834 -0,366741 -0,243258 0,449261 
C  3,682607 2,643885 18,72005 0,265761 
R-squared  0,774687 0,976967 0,959791 0,911252 
 
b) Real GDP per inhabitant, distorting taxes, non-distorting taxes and other income. 








GDP inhabitant(-1)  1,177804 -0,000178 -0,000623  0,000737 
GDP inhabitant(-2)  -0,225965 -0,0000139 0,000703  0,000188 
Distorting taxes(-1)  86,16573 0,389452 0,082083  -0,344194 
Distorting taxes(-2)  21,54082 0,151280 -0,344894  0,366968 
Non-distorting taxes(-1)  226,7617 0,283876 0,239477  -0,150644 
Non-distorting taxes(-2)  -95,94800 0,055447 0,144318  -0,172843 
Other income(-1)  -209,6280 0,845519 -0,480241  0,417208 
Other income(-2)  -50,19172 -0,065469 -0,092586  0,154068 
C  -468,4570 2,508266 13,03767  1,857950 
R-squared  0,983601 0,983291 0,940654  0,922855 
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jt X  (6) 
In order to avoid the perfect co-linearity, an element from 
X vector should be excluded. The omitted variable Xmt is 
effectively the element supposed to be compensatory 
from the budgetary compulsion/coercion of the 
government, thus the equation becomes: 






i it u X X Y g + + + + =  
−
= =
γ γ β α
1
1 1
   (7) 
respectively: 












γ γ β α       (8)  
The testing of the standard hypothesis of a 0 coefficient 
for Xjt represents in fact the testing of a null hypothesis 
that ( 0 ) = − m j γ γ  instead of  0 = j γ . 
Thus, the correct interpretation of the coefficients of each 
fiscal category is: the effect of a modifying unit of the 
relevant variable is nullified by the modification with a unit 
of the omitted category; this phenomenon implies 
attention in choosing the omitted neutral category. 
But the theory suggests that there is more than one 
neutral category; in these conditions, the adequate 
procedure is to test, starting from the most complete 
specification of the budgetary compulsion/coercion, a 
specification less complete, eliminating those elements 
one after the other which the theory suggests as being 
insignificant as far as the effect on the growth goes. 
Furthermore, we suggest testing the fiscal variable vector 
impact, also containing the income, but also budgetary 
expenses, on the economic growth by applying the 
method of the smallest squares in several variants. In 
Table 8 we centralize the results of the 7 regressions. 
Analyzing the results obtained after these regressions, we 
can conclude that using these determinant variables for 
the economic growth, over 79% of the indicator variation 
of the GDP real growth rate is explained; as far as the 
correlation sign between these indicators and the 
endogenous variable goes, the results are unconvincing – 
in some regressions the productive expenses seem to 
have a positive impact according to the fundamental 
growth theory, but in the regressions where the non-
distorting taxes, other income and deficit are eliminated, 
their impact is negative; the non-productive expenses 
have a negative coefficient in all the regressions; implying 
a negative effect of these ones on the economic growth, 
according to theoretical aspects; the distorting taxes have 
a negative coefficient only in the first three variants of the 
regression; non-distorting taxes have in the majority of 
regressions negative consequences on the growth, 
contrary to the expectations generated by the theoretical 
models; the deficit has a positive impact in the majority of 
regressions which suggests that the deficit limitation is not 
always a benefic phenomenon for the real economy. 
  Table 8 
The results of the regression of the GDP real growth rate in relation to the income and expenses 
 
  The variable not included in the regression 













income  Deficit 
Model  g) f)  e) d) c) b)  a)
Constant C(1)  65,93295  64,20452 64,29658 64,41101 62,95687  62,47100  64,26533
Productive expenses 
C(2)    0,856817 0,804078 0,063843 -2,245190  -3,182372  -1,195101
Non-productive 
expenses C(3)  -0,704206  -0,034205 -0,756922 -2,782682  -3,618539  -1,806618
Other expenses C(4)  -0,703510  0,067416 -0,690094 -2,980565  -4,014499  -1,963849
Distorting taxes C(5)  -0,110621  -0,785386 -0,768277 1,887646  2,575363  0,928443
Non-distorting taxes 
C(6)  -2,359572  -3,091246 -3,034868 -2,373535   0,953209  -1,100170
Other income C(7)  -4,132166  -4,972418 -4,887271 -4,195933 -1,397761    -2,612086
Deficit C(8)  1,378571  2,176431 2,104279 1,420504 -1,067062  -2,160742 
R2  0,814895  0,817229 0,817130 0,814776 0,797787  0,784374  0,807605
 THE IMPACT OF TAXATION ON ECONOMIC GROWTH IN ROMANIA 
 
The results of the autoregressive vector application on the 
variables mentioned above, except other expenses and 
income, lead to the results presented in Table 9. 
The substance of fiscal and budgetary factors influencing 
the economic growth by using the autoregressive vector 
method, in which the interdependencies between 
productive and non-productive budgetary expenses, 
distorting and non-distorting taxes, deficit and economic 
growth are analyzed, reveals the positive stimulating 
i m p a c t  o f  t h e  r e a l  s e c t o r  o f  p r o d u c t i v e  b u d g e t a r y  
expenses, respectively, the expenses with general public 
services, defense, public order and national security, 
education, health, services and public development, 
housing, environment and water, and a negative braking 
impact of the activity in the public sector, of distorting 
taxes, respectively of profit, income and social insurance 
taxes. 
The estimated coefficients of budgetary deficit indicate a 
positive correlation with the economic growth, thus in the 
deficit target value dimension we should not forget that it 
can happen that after the realization of a more reduced 
budgetary deficit, the real development is braked, thus 
registering negative economic growth rates. 
5. Conclusions 
Generally, the conclusions regarding the impact of the 
fiscal policy on the growth are contradictory, which can 
be the consequences of the fact that different fiscal 
political instruments can lead to opposite effects on the 
growth: on the one hand, a larger implication of the 
public sector in economy tends to promote the growth 
(directly, by the aggregate production function and 
indirectly by the effects on the private sector 
productivity), but, on the other hand, the high taxation 
affects the growth negatively. 
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